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BONDS TO REFUND STATE INDEBTEDNESS
Ballot Title

BONDS TO REFUND STATE INDEBTEDNESS. LEGISLATIVE CONSTITUTIONAL AMENDMENT. Amends
Constitution Article XVI, section 1 to permit Legislature, by ? cwo-thirds vote, to authorize, without voter approval,
refunding bonds to refinance any outstanding state debt. Financial impact: Unknown possible future savings in state
interest costs.
FINAL VOTE CAST BY LEGISLATURE ON ACA 50 (PROPOSITION 10):
ASSEMBLY-Aye~., f<8
SENATE-Ayes, 30
r-Ioes, 0
Noes, 2
Anal~· sis

by Legislative Analyst

PROPOSAL:
California's Constitution requires that all proposed
state general obligation bond issues be approved by a
two-thirds vote in each house of the Legislature and
also by a majority vote of the people. The state sells \
general obligation bonds to finance a number of major
programs including veterans' farm and home
purchases, water projects, parks and recreation
programs, state building construction, community
college construction, and school building aid. Some
bond programs are fully self-supporting from revenues
gener:l'ted by their programs. For other programs, the
state General Fund pays all or part of the debt charges.
In all cases, however, the state guarantees payment of
interest and principal if program revenues are not
sufficient.
This proposal would allow the Legislature, by a
two-thirds vote in each house, to authorize the issuance
of general obligation refunding bonds without referring
each separate issue to a vote of the people. There would
be no increase in state bonded debt because refunding

bonds may only be issued to redeem those outstanding
general obligation bonds which have refunding or
"callable" provisions.
Callable bonds are those which the state may payoff
prior to maturity. By issuing refunding bonds at a lower
interest rate, the state can "call" or payoff the old
bonds and save the difference in the interest rate on the
old bonds and the interest rate (plus redemption and
issuance costs) of the refunding bonds.
FISCAL EFFECT:
Because interest rates today are generally higher
than when most of the state's current outstanding
bonds were issued, there is no immediate potential
saving in this proposal. The state, however, has been
and is now issuing bonds at these relatively higher rates.
Therefore, if interest rates decline in future years and
fall below the interest rates of outstanding state general
obligation bonds, some savings may be possible.
The proposal has no fiscal effect on local government.

Study the Issues Carefully
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Text of Proposed Law

This amendment proposed by Assembly Constitutional
Amendment No. 50 (Statutes of 1975, Resolution Chapter 99) amends
an existing section of the Constitution. Therefore. the provisions to be
added are printed in italic type to indicate that they are new.

PROPOSED AMENDMENT TO
ARTICLE XVI, SECTION 1
SECTION 1. The Legislature shall not, in any manner create any
debt or debts, liability or liabilities, which shall, singly or in the
aggregate with any previous debts or liabilities, exceed the sum of
three hundred thousand dollars ($300,000), except in case of war to
repel invasion or suppress insurrection, unless the same shall be
authorized by law for some single object or work to be distinctly
speCified therein which law shall provide ways and means, exclusive
of loans, for the payment of the interest of such debt or liability as it
falls due. and also to pay and discharge the principal of such debt or
liability within 50 years of the time of the contracting thereof, and
shall be irrepealable until the principal and interest thereon shall be
paid and discharged, and such law may make provision for a sinking
fund to pay the principal of such debt or liability to commence at a
time after the incurring of such debt or liability of not more than a
period of one-fourth of the time of maturity of such debt or liability;
but no such law shall take effect unless it has been passed by a
two-thirds vote of all the members elected to each house of the
Legislature and until, at a general election or at a dircct primary, it
shall have been submitted to the people and shall have received a
majority of all the votes cast for and against it at such election; and
all moneys raised by authority of such law shall be applied only to the
specific object therein stated or to the payment of the debt thereby
created. Full publicity as to matters to be voted upon by the people
is afforded by the setting out of the complete text of the proposed
laws, together with the arguments for and against them, in the ballot
pamphlet mailed to each elector preceding the election at which they

are submitted, and the only requirement fGI' publication of such law
shall be that it be set out at length in ballot pamphlets which the
Secretary of State shall cause to be printed. The Legislature may, at
any time after the approval of such law by the people, reduce the
amount of the indebtedness authorized by the law to an amount not
less than the amount contracted at the time of the reduction, or it may
repeal the law if no debt shall have been contracted in pursuance
thereof.
Notwithstanding any other provision of this Constitution, Members
of the Legislature who are required to meet with the State Allocation
Board shall have equal rights and duties with the nonlegislative
members to vote and act upon matters pending or coming before
such board for the allocation and a~portionment of funds to school
districts for school construction purposes or purposes related thereto.
NotWithstanding any other provision of this constitution, or of any
bond act to the contrary, if any general obligation bonds of the state
heretofore or hereafter authorized by vote of the people have been
offered for sale and not sold, the Legislature may raise the maximam
rate of interest payable on all general obligation bonds authorized but
not sold, whether or not stich bonds have been offcred for sale, by a
statute passed by a two-thirds vote of all members elected to each
house thereof.
The provisions of Senate Dill No. 763 of the 1969 Regular Session,
which authorize an increase of the state general obligation bond
maximum interest rate from 5 percent to an amount not in excess of
7 percent and eliminate the maximum rate of intercM payable on
notes given in anticipation of the salc of such bonds, are hereby
ratificd.
Notwithst:l11ding an)' pro~isioIlS of this section to the contnlrv,
refunding bonds may b.~ authorized by statute. two-thirds of the
membership of each hOllse of fhe Legislature concurring, for the
purpose ofrelilllding ;1Il) AJI:>ldl1dillg Jildebtedness. No election shall
be required to authorize the iSSllil11ce of relilllding bonds.

Remember to Vote on Election Day
Tuesday, June 8, 1976
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Bonds to Refund State Indebtedness
Argument in Favor of Proposition 10

Proposition 10 allows the state greater flexibility in
the management of its debt; and when bonded
indebtedness is significant, the long-term savings can
be substantial. A decrease of only one percent in the
interest rate can result in up to $2.5 mil!ion of savings
over the repayment period of the callable or refundable
portion of a $100 million issue of state bonds.
Proposition 10 does not authorize creation of any
debt beyond that which the voters authorized in the
original bond issue, nor does it allow diversion of any
bond money, interest, or savings to new projects. It is
limited strictly to the state's existing debt and can be
used only when interest rates decline. There are no new
costs only potential savings to the taxpayers.
Proposition 10 allows the state to take full advantage
of declining interest rates by issuirig "refunding bonds".
The issuance of refunding ronds is a procedure by
which bonds are exchanged at a more favorable interest
cost to the state. The procedure is very similar to a
homeowner obtaining a new loan on his home at an
interest rate lower than that which he paid when he

purchased his property. With the proceeds of the new
loan, he pays off the original loan and then begins
regular payments at the lower rate.
Present day, historically high interest rates dramatize
the need to make available to the state the authority
necessary to minimize interest cost in the orderly
payoff of its outstanding debt. Good debt management
techniques should include the timely issl1;-nce of
refunding bonds to effect savings.
This proposal was adopted by the Assembly on a vote
of ~ and has the full support of the State Treasurer
and the Director of Finance. A yes vote will decrease
state costs.
JOHN FRANCIS FORAN
Member of the Assemhly. 16th District
ChIlirmIlD. Assembly W.J'S IUJd MelUlS Committee
JESSE M. UNRUH
$Ute TrellSUl'er
ROY M. BELL, DirecttN'
DepJUtment of Finance

Rebuttal to Argument in Favor of Proposition 10
The arguments for proposition 10 are signed by three
public officials. The proponents claim old bonds, not yet
paid off, can be refinanced at lower rates of interest
than those old bonds now bear. We do not believe it.
Why should the State refinance old bonds at all? As we
read proposition 10, they could reissue replacement
bonds at mGHER INTEREST, up to 7%, on old bonds
that now carry a lower interest rate than 7%.
Why should the people be denied the right to vote on
ANY multi-million dollar long term indebtedness
TIlEY MUST PAY OVER MANY FUTURE YEARS?
Why should the people's debt be negotiated in private
without their consent?
Why should the people EVER give up their basic
right. to any agency of government to impose upon
them debt obligations for 25 or fifty years into the
future?
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Where can any home owner refinance his mortgagt;
debt at LOWER cosrs than he obligated himself to
pay in the first place?
When the peuple voted for these old bonds, years ago,
they made a contract to pay a rate of interest much
lower than present day rates.
Is it reasonable to expect that the buyers of these old
bonds will now reduce the interest rates?
We think proposition 10 is a very dangerous
proposition for taxpayers and we will vote NO on
election day.
United Organizations of Taxpayers, Inc.
HOWARD JARVIS, Chainmm
EDWARD J. BOrn, Prcsilkmt

Arguments printed on this page are the opinions of the authors and have not been
checked for accuracy by any official agency.
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Argument Against Proposition 10
This proposition is another attempt to empower the
Legislature to extend and increase the State bond
debt-to reissue refunding bonds to refinance
outstanding indebtedness, at any time without approval
of the voters and taxpayers who pay for the refunding.
Refunding is actually refinancing debt to postpone
payment when due.
This proposition also authorizes the State to pay more
interest for these refinanced obligations. As we
understand the complicated language in this
proposition, the interest now being paid of 5% on
existing bond debt could be raised to 7% on the same
debt when refunded or refinanced.

The proposition reads "No election shall be required
to authorize the issuance of refunding bonds". This
appears to us as taxation without representation. We
further believe this proposition erodes the basic
principle that goveniment in the United States should
be limited. Unlimited government forces unlimited
taxation.
United Organizations of Taxpayers, Inc.

HOWARD JABVIS, Stllte Cbllirmlln
EDWABO J. BOYD, President

Rebuttal to Argument Against Proposition 10
The argument opposing Proposition 10 does not
address itself to the problem we are attempting to
solve.
For the past few years all of us have had to pay
unusually high interest rates for mortgages and
personal loans. Nobody likes it and nobody wants to do
it. To protect ourselves each private citizen has the
right to seek a new loan when interest rates are lower.
We use this money to payoff the first loan and then
make payments on the new loan. That makes good
sense. But the state cannot do it unless you approve this
proposition.
State officials won't use this authority to create new

debt, or to postpone payment, or to extend payments

they can't afford to meet because no creditor would
make a lower-rate loan available in those
circumstances. This proposition will be used when
interest rates are lower than those which were offered
when the original bonds were sold Vote YES to rednce
state costs and thereby save money for the taxpayer.
JOHN FRANCIS FORAN
Member oF the ~ l t i Distrid
a..;,-. ~
I11III MaII6 eo...:ttee

"'II,..

)ESSE M. UNRUH
She TINSUIft"

ROY M. BELL, Diredor
~o£F_
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Arguments printed on this page are the opinions of the 3l,th{'rs and have not been
checked for accuracy by any oIIicial agency.

